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1

(a)

Section A
(i) Explain what is meant by an economy of scale. [3]

An economy of scale is where the increase in output leads to a reduction in average cost
per unit (1), long run (1) they can be either internal or external (1).

(ii) Explain how economies of scale are likely to affect the price and output of a firm
such as the supermarket. [4]

Bulk buying (1), benefit to supermarket — lower cost, lower price (1), higher output (1);
benefit to supplier — large revenue (1).

(b) In the article the supermarket states that it helps the economy. Is this usually an aim

(c)

of large businesses? [5]

Traditionally, large businesses are thought to want to maximise profits (1). Other alternative
aims are recognised, for example: to increase sales, satisficing, managerial or behavioural
aims (1). Increasingly, large companies are promoting the idea that they are concerned
about the environment and the conservation of resources (1), as well as increased
employment (1). Judgement on how these changes might be thought to be an example of
helping the economy (1).

The article says the supermarket ‘acts as a monopsonist’. Analyse what this means
and consider whether the article can be used as evidence to support the opinion that a
monopsony is beneficial. [8]

Monopsonist: meaning a dominant buyer in a market. In most supply chain relationships, for
example, between supermarkets and their suppliers — the long term sustainability of an
industry requires that both buyer and supplier benefit — if there are no mutually beneficial
gains from trade, ultimately trade and exchange will break down. The growth of the Fair
Trade label and its organisation is evidence of how pressure from consumers can lead to
improved contracts and prices for farmers in developing countries (2).

Can the article be used to support the view that it is a benefit? For suppliers; sometimes yes,
as revenue can go up with large orders, but these may be withdrawn. So for suppliers it is
not always a benefit (2).

For the supermarket; yes — it allows for lower input costs which may result in higher profits,
which can in turn be used to fund capital investment and research (2).

For consumers; maybe because of lower prices but article says overall no benefit (2).

For an answer that concentrates on labour only, award max 13 marks.
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Section B
General comments for section B: [25]

The essay questions carry a maximum mark of 25. Try not to 'bunch' marks, but use the whole mark
range. If there is any doubt in your mind, give the benefit of doubt to the candidate.

The difference in grades should be assessed on the ability of the candidate to demonstrate the
various objectives of the examination listed in the syllabus, and not purely on the ability to itemise
further facts from the content of the syllabus. Marks should be awarded for the ability to demonstrate
that aim (b) of the syllabus has been achieved, as well as aim (a) — which refers to content
knowledge. It is the objective of the examination, as listed in the syllabus, to assess both these aims.

An overall guide for marks for individual questions is given below (from a total of 25). They may be
applied proportionally to parts of questions where the total is less than 25 marks:

Mark 1-9 (Linked to Level One in individual question notes).

1-5 Where the answer is mostly irrelevant and only contains a few valid points made
incidentally in an irrelevant context. There will also be substantial omissions of analysis.

6-9 Where the answer shows some knowledge but does not indicate that the meaning of
the question has been properly grasped. Basic errors of theory, or an inadequate
development of analysis may be evident.

Mark 10-13 (Linked to Level Two in individual question notes).

10-11 Where there is evidence of an ability to identify facts or some ability at graphs and/or a
fair ability to apply known laws to new situations.

There should be an accurate, although undeveloped, explanation of the facts relating
to the question together with an explanation of the theory, and evidence of some ability
to discriminate and form elementary judgements. Do not expect a clear logical
presentation. There will not be much evidence of the ability to recognise unstated
assumptions, nor to examine the implications of a hypothesis, nor of the ability to
organise ideas into a new unity.

12-13 Where the answer has a more thorough relevance to the question, but where the theory
is incompletely explained.
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Mark 14-17 (Linked to Level Three in individual question notes).

14-15

16-17

Candidate demonstrates clear evidence of the ability to use relevant knowledge and
facts and theories with accurate reference to the question presented with a novel
application.

There should also be evidence, where appropriate, of the ability to examine the
implications of the question and an attempt to distinguish between facts and value
judgements.

Clear statements, supported by reasoned arguments, should be given and there should
be some attempt at a conclusion to the question. There should be a reasoned structure
to the whole answer.

Do not expect too many extra illustrative points which are not explicitly referred to in the
question, and do not expect too much critical comment on unstated assumptions.

For an answer showing a well-reasoned understanding of the question's requirements
and of the relevant theory: the analysis should be sound, though the illustration and
development may not be particularly complete.

Mark 18-25 (Linked to Level Four in individual question notes).

18-20

21-25

Where there is thorough knowledge of the facts and theory with an excellent ability to
describe, explain or analyse this knowledge in a precise, logical, reasoned manner.
There should be an ability to query some of the assumptions in the question and there
should be clear evidence of an ability to distinguish between fact and value judgements
and to draw some conclusions on the matter being discussed. Conclusions should be
formed and expressed within a soundly structured answer so that the answer as a whole
is well presented. New illustrations and apposite examples should be introduced as
further evidence of an ability to recognise the principles of the question and their
application to relevant current situations.

For an answer which, given the time constraint, could not be significantly improved: it will
have clear analysis, ample illustration and a good attempt at considered evaluation.

Be positive in your marking — award marks for the content of the answer without being
overly influenced by omissions. Marks should not be deleted for inaccuracies.

Corresponding marks for sub-sections by level:

Total Mark 12 1-4 5-6 7-8 9-12

Total Mark 13 1-4+ | 56+ | 7-8+ | 9-13
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There is concern about conservation of the environment, prevention of waste and efficient
use of resources. Economic theory is clear on how to allocate resources efficiently in a
market but in reality such allocation is a problem.

Discuss this opinion. [25]

The definitive solution of economic theory should be explained in terms of productive and
allocative efficiency. Candidates should then consider whether the market ever achieves such
efficiencies. These efficiencies may be possible in a perfect market but the reality is that there will
be inefficiencies due to market failures: excess profits, lack of information, externalities, merit
goods, and public goods might all prevent the achievement of efficiency. Whether the efficiency
can instead be achieved by government intervention should also be discussed. Candidates could
debate what type of intervention might be suitable and whether the theory has any use. [25]

L4 (18—-25) For a thorough discussion of both efficiency and the uncertainties of the market with
a comment on the role of the government in promoting efficiency overcoming market
failure. A reasoned conclusion should be presented.

L3 (14-17) For a competent explanation with either a more limited comment on both efficiency
and the uncertainties of the market, or a full explanation of efficiency but with little
comment on uncertainties. The role of the government will be discussed in a more
limited way but a conclusion should still be presented.

L2 (10-13) For an undeveloped explanation of efficiency/market failure with very little
discussion of the role of the government. Mention of the government will be
descriptive rather than in the form of a discussion related to the role of economic
theory. It is likely that there will be no conclusion.

L1 (1-9) For an answer which shows some knowledge but does not indicate that the question

has been fully grasped, or where the answer contains irrelevancies and errors of
theory.
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A consumer’s demand is sometimes influenced by advertising, and sometimes influenced
by impulse buying. This means that the economic theories of consumer demand based on
utility are of no relevance to a firm trying to determine its likely revenue.

Do you agree with this argument? [25]

Candidates should form a structured answer which first debates whether demand is influenced by
advertising or impulse buying. Persuasive advertising/impulse buying could still be related to a
belief in potential utility and could still be the result of a rational decision. Candidates should then
consider the link between potential demand and revenue, mentioning elasticity. Firms hope to
create an increase in demand by advertising. However, this may mean future demand is more
unpredictable and, therefore, potential revenue more uncertain, than with known — maybe annual
— expectations of change. [25]

L4 (18—-25) For a thorough explanation of the terms, a clear discussion of the parts of the
argument, including an analysis of utility, with a discussion of the conclusion of the
argument.)

L3 (14-17) For a competent discussion which does not fully analyse the parts of the argument
and does not fully develop a link leading to a conclusion but makes an attempt at an
evaluation. (No analysis of utility L3 max).

L2 (10-13) For an accurate though undeveloped explanation with some attempt at analysis but
with only a limited evaluation.

L1 (1-9) For an answer which shows some knowledge but does not indicate that the question

has been fully grasped, or where the answer contains irrelevances and errors of
theory.
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4

(a)

(b)

Explain how a profit-maximising firm will choose the quantity of labour it employs. [12]

Candidates should comment on the availability of labour and the relative cost of the labour.
This can be explained using demand and supply analysis or MRP analysis. Lower marks are
awarded customarily for D and S analysis. [12]

L4 (18-25) For a good explanation of the theory, with a mention of the difference between
perfect and imperfect competition. (7-8 D and S)

L3 (14-17) For either a competent explanation but unclear diagrams, or an unconvincing
explanation but with a competent attempt at a comparative diagram.(5—-6 D and
S)

L2 (10-13) For a limited attempt, most probably without a clear explanation of the theory.
(3-4)

L1 (1-9) For an answer which has some basic correct facts but includes irrelevancies.
There will be errors of theory or omissions of analysis. (1-2 D and S)

Governments sometimes aim to reduce the level of unemployment. Discuss whether
this necessarily results in a conflict between this aim and other government
macroeconomic aims. [13]

A discussion of the main aims of government policy, with a judgement as to whether there
might be any conflict. Accept any relevant suggestion, for example, increased employment
might increase spending, which might put pressure on prices and conflict with stable price
aim. Non-conflict should also be mentioned, for example, increased employment might aid
growth. [13]

L4 (18-25) For a reasoned and clear discussion, logically presented, either one conflict fully
presented, or two conflicts briefly presented together with non-conflict.

L3 (14-17) For a fair but undeveloped discussion, but with an accurate reference to the
question. One conflict less fully presented together with non-conflict.

L2 (10-13) For a limited discussion with little comment, concentrating on one side only.

L1 (1-9) For an answer which has some basic correct facts, but includes irrelevancies
and errors of theory.
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5

(a)

(b)

Explain what is meant by a country’s national income multiplier and two reasons why
the value of the multiplier might fall. [12]

An explanation of the multiplier; it might fall because injections decrease or withdrawals
increase, or a combination of the two with a net decrease in the value of the multiplier. [12]

L4 (18-25) For a sound explanation with good application and a clear understanding of the
principles involved. An explanation of changes to two of the components; C, G,
T, 1, S, M and E should be given and a comment on the overall balance on the
multiplier should be mentioned.

L3 (14-17) For an accurate explanation of the multiplier but with a more limited comment
on the possible overall balance.

L2 (10-13) For a weaker explanation of the multiplier and poor comment on the overall
change.

L1 (1-9) For an answer which has some basic correct facts but includes irrelevancies
and errors of theory.

Discuss how a fall in national income might affect a country’s standard of living. [13]

A discussion of the link between income levels and standard of living; decreased national

income, decreased spending, possibly more unemployment, lower government revenue,

lower feeling of well-being, fewer government services, lower profits for firms more closures.

[13]

L4 (18—-25) For a reasoned and clear discussion with the analysis logically presented with
at least three consequences and a conclusion drawn.

L3 (14-17) For a fair but undeveloped discussion, possibly dealing with only two
consequences, although still with a conclusion.

L2 (10-13) For a limited discussion with little comment and no conclusion.

L1 (1-9) For an answer which has some basic correct facts but includes irrelevancies
and errors of theory.
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6

(a)

(b)

In a time of recession some people fear that their continued employment is uncertain.
Explain how, according to liquidity preference theory, this might affect their demand
for money. [12]

Expect transactions, precautionary and speculative explanations. Potential reductions in
income might: reduce transactions, increase precautionary, or might reduce the wish to
speculate with balance. It depends on individual perceptions, and the result is uncertain. Up
to 6 marks for transactions and precautionary, 6 marks for speculative. [12]

L4 (18-25) For a sound explanation with a clear understanding of the principles involved
and accurate diagrams showing how/why changes might occur.

L3 (14-17) For an accurate reference to the question but with a more limited explanation or
briefer comment on change in demand and/or minor errors in the analysis.
Diagrams should be accurate.

L2 (10-13) For a less competent explanation, litle comment about change, errors in the
diagrams, answer may not necessarily be logically presented.

L1 (1-9) For an answer which has some basic correct facts but includes irrelevancies
and errors of theory.

Discuss how, in a closed economy, a fall in interest rates might affect consumers and
producers. [13]

Candidates should analyse how the lowering of interest rates might encourage borrowing by
firms/consumers, and might not encourage saving. It might help increase national income
through increased investment or increased spending. [13]

L4 (18-25) For a sound discussion with good explanation of the analysis of interest rate
changes and the effect on producers and consumers.

L3 (14-17) For a competent comment but with limited development of the analysis or a
concentration on one group (producer/consumer), and a weaker discussion of
the other group.

L2 (10-13) For a brief discussion of interest rate change and a weak application to both
groups (producer/consumer).

L1 (1-9) For an answer which has some basic correct facts but includes irrelevancies.
Errors of theory or omissions of analysis will be substantial.
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7

(a)

(b)

It is sometimes claimed that the population of a developing country is always large. Is
a large population the distinguishing feature of a developing country? [12]

Some developing countries have large populations, some do not. What is more significant is
the rate of growth of the population. However, distinguishing features are more often
expressed in terms of GDP, GDP per capita, productive capacity, structure of industry,
standards of living, health, education, sanitation, occupational structure of the population,
age structure of the population. [12]

L4 (18—-25) For a sound description with clear understanding of the characteristics and a
clear conclusion.

L3 (14-17) For a competent description but with limited development, although some
attempt will be made at a conclusion.

L2 (10-13) For a general description of only some of the factors and no conclusion.

L1 (1-9) For an answer which has some basic correct facts but includes irrelevancies.
Errors of theory or omissions of analysis will be substantial.

Discuss whether economic growth is necessarily beneficial to a developing economy.
[13]

Economic growth involves greater production measured by changes in GDP/GNP. This could
cause an increase in the standard of living, improved health, education and employment
opportunities. There may be disadvantages. Poor working conditions, the growth of
externalities, the careless depletion of resources. There may also still be questions of
inequality in the distribution of income or whether the increased GDP is spent on things
which might not give direct benefit e.g. military research. [13]

L4 (18—-25) For a discussion of the overall effect of growth on development, presenting both
positive and negative aspects, with a conclusion.

L3 (14-17) For an analysis of the contribution of growth to development, but with a
concentration on either the positive or the negative aspects, with a conclusion.

L2 (10-13) For a more descriptive account without much evaluation and without a
conclusion.

L1 (1-9) For an answer which has some basic correct facts but includes irrelevancies.
Errors of theory or omissions of analysis will be substantial.
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